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REPLY COMMENTS

These comments are submitted by Telstra Corporation Limited ACN 051 775 556
(Telstra), Australia’s leading domestic and overseas carrier, as “second round” comments in
response to the FCC’s December 19, 1996 Notice of Proposed Rulemaking, FCC 96-484,
(hereafter NPRM) in the above-captioned proceeding. and follow Telstra’s “first round”

comments, submitted to the FCC on February 4, 1997.

Summary

The FCC’s NPRM generated first round comments from a large number of carriers and
administrations from around the globe. Many of these submissions echoed the basic concerns
outlined in Telstra’s first round comments. That is, that the FCC’s initiative on international
settlement rates may be well-intentioned and its underlying objectives -- to reduce international
settlement costs and thereby benefit consumers -- may be widely supported, but that the
NPRM is too narrowly focused and tends to ignore many of the new and powerful dynamics of
the international communications services markets.

Telstra believes that the FCC’s principle goal of establishing more cost based

settlement rates is most likely to be achieved if any order in this docket is perceived to be and
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is in fact part of a more general, balanced approach to price reform for international
communication services. To that end, the FCC should expressly link any new settlement
benchmarks with the following:

(1) An FCC commitment to monitor U.S. collection rates for international message
telephone service;

(i) An FCC commitment to establish cost based interconnection rates for all
international services, including Internet services;

(ili)  An FCC investigation of the current tariff and facilities arrangements under
which foreign Internet service providers (ISPs) may access U.S. Internet
backbone networks, inasmuch as the current arrangements provide substantial
subsidies from foreign Internet users to U.S. carriers;

(iv) A recognition of the bilateral nature of existing accounting rate arrangements,
and of the liberalising gains achieved under the recent WTO agreement;

) A renewed commitment to reform the international accounting rate regime
through participation in multilateral organisations, notably the International
Telecommunications Union (ITU) in which Telstra notes the U.S. government
has traditionally taken a leading role; and

(vi)  An acknowledgment that the marketing practices of U.S. international carriers
(through non-traditional services, such as call turn-around and traffic “refile”)
are significant contributors to recent increases in the outward traffic imbalance

on many U.S. streams.

In Telstra’s view, the adoption of such a linked or “package” approach by the FCC



3
will increase the prospects of gaining more widespread support for the goals of the NPRM.
Telstra reiterates that it supports the underlying thrust of the NPRM -- i.e., to reduce
international settlement rates. Like the major U.S. international carriers, Telstra is a net

outpayer of settlements.

1. U.S. Collection Rates

The concerns raised by Telstra in its February 4 comments, regarding the failure of
U.S. carriers to reduce their collection rates in line with continuing reductions in the
underlying settlement rates, were also reflected in a number of comments in response to the
NPRM.

If U.S. collection rates were reduced this would have two potential effects. First, it
would obviously reduce the cost of international communications for U.S. consumers, which is
one of the FCC’s stated principal objectives in the NPRM. Second, because high collection
rates act to reduce the growth of traffic on a given stream, the lower collection rates would
stimulate traffic. This traffic growth would be welcomed by other countries and would make
it easier for them to accept further reductions in settlement rates -- which is the FCC’s other
main objective in the NPRM.

In its February 4 comments Telstra suggested that the FCC amend its rules to require
that all U.S. carriers advise the FCC annually, in arrears, of their average tariffed rate for
international message telephone service on 31 July and 31 December for the top 50 routes on
which U.S. carriers have significant settlement deficits. Telstra continues to see this

suggestion as worthwhile, and as one possible means of broadening the international support
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for the NPRM. In this regard, Telstra notes that in spite of AT&T’s assertion that settlement
rate reductions are passed on to its customers, AT&T’s standard rates to Australia have risen

twice since 1993, while the settlement rate has dropped by 44%.

2. International Capacity for Internet

Telstra’s February 4 comments explained the inequitable situation in which U.S.
carriers presently require that their correspondent carriers pay for the cost of both the
international half circuits -- i.e., 100% of the cost of the link -- required for international
capacity to the U.S. to support international Internet traffic.

Telstra remains concerned that this situation means that non-U.S. carriers are
subsidising their U.S. counterparts to the extent that this capacity is used by U.S. Internet
users to download content and information from Internet sites outside the U.S. -- a growing
trend as the Internet becomes more global in nature. Telstra estimates that this subsidy to the
U.S. amounts to approximately U.S. $10 million per annum in respect of the Australian
stream, or around U.S. $200 million globally, and is trebling every year based on present
growth rates.

Although these concerns were reflected in few of the “first round” comments by other
parties, this issue will become of more widespread concern to carriers around the world as the
amount of international capacity required for Internet continues to grow, and as a proportion
of voice traffic and other “traditional” PSTN service increasingly migrates onto the Internet

In view of the foregoing, Telstra urges the FCC expressly to commit the agency to

investigate and, as necessary, reform the terms and conditions on which international facilities,
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including IPLs, are furnished to correspondent carriers. Because these issues affect the
viability and expansion of the global Internet. Telstra is also filing a copy of these comments,
as well as its first round comments, in the FCC’s recently announced docket to review future

regulation of the Internet, CC Docket No. 96-263.

3. Multilateral Approach

As the FCC acknowledges, the ITU -- a multilateral organisation in which the United
States has traditionally played a leading role -- has agreed that accounting rate reform is
needed. Indeed, the ITU’s Recommendation D.140 has called for countries to adopt cost-
based accounting rates similar to those proposed in the Commission’s NPRM. But in spite of
the FCC’s claim to support the work of such international fora. one fairly consistent theme in
the first round of comments is the concern that the FCC’s unilateral action on settlement rates
can be interpreted as an attempt to supplant the role of the ITU. While Telstra acknowledges
that the rate of progress achieved by carriers through the I'TU forum may be open to criticism,
it would nonetheless be useful for the FCC to underline its intention to continue working with
the ITU on these issues. The U.S. would thus continue in its traditional position of leadership

in the ITU and not forego its important role in shaping a multilateral approach to resolving the

accounting rate issue at this crucial time.

4. Impact of Non-Traditional Services
Another common criticism of the NPRM in the “first round” comments was the fact

that the increase in the outbound traffic ratio from the U.S. in recent years is partly due to the
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marketing practices of U.S. carriers, through such non-traditional services as home country
direct, call turn-around (call-back) and reorigination (refile).

Telstra believes it would be useful for the FCC to focus less strongly on the volume of
net outbound settlements from the U.S. The above-mentioned services mean that an increase
in net outbound settlements does not necessarily amount to an increase in net economic
outflow, because the U.S. carriers are earning revenues on the non-traditional services.
Moreover, the absolute balance of traffic is, in theory, irrelevant to the FCC’s principle

concern -- i.e., whether the settlement rates at each end of an international circuit are

reasonably cost based.

5. Conclusion

These comments, like those previously submitted by Telstra, are intended to be a
positive contribution to the process of reforming international settlement arrangements.
Telstra believes that a holistic reform package including the elements described in this
document can build on the objectives in the NPRM and offer the potential for a more positive

response by key industry players around the world.

Respectfully submitted,

. /',{ , %é L—rft/ / / E
~~¢¢ John Stanton

Regional Director, Americas and

Satellite Arrangements

Telstra Corporation Limited

231 Elizabeth Street

Sydney, NSW, 2001

Australia

March 31, 1997
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